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Abstract 
Over the last 40 years, Oman has achieved a remarkable economic growth with major efforts to diversify its resources of income 
to reduce its dependency on hydrocarbons. The key objective for the government is to boost the role of the private sector and 
enhance its participation as a major player in the economy through explicit support of Small and Medium Enterprises. SME 
compromises 90% of the total number of companies in the country. With such large domination, the government had designed 
and implemented strategies in this direction which involve enhancing rules and regulation as well as institutional infrastructure. 
Also, the government, for the first time, in 2011 has adopted the practice of Islamic banking system in order to address Shariah 
compliant finance requirement for businesses and projects. This paper is largely based on academic research that will shed light 
on aspects related to development of SMEs and Islamic banks in Oman. The study is conceptual in nature and analytical method 
is used based on the secondary documentation related to the government policy / programs regarding to enhancing active 
participation of SMEs and Islamic Banks towards economic diversification in Oman. It can be concluded that the government is 
keen to make such cooperation with the private sector succeed because it will bring about future active participation and 
subsequently diversification of the national economy.  
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1. Introduction 
 
With all difficulties that face the world economy the unbalanced recovery continues. This happened due to weak 
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development of any economy has many contributors that support it growth and sustainability. “For the rest of 
developing Asia, growth should remain broadly robust, despite rising vulnerabilities associated with high fiscal and 
current account deficits in some countries. Given their relatively limited exposure to global financial markets, these 
economies were less affected by last year’s tightening in financial conditions and are expected to benefit from 
stronger global and regional growth via stronger trade, remittances, and tourism” (IMF, 2014) 
Oman is keen to reduce its dependency on hydrocarbons towards more economic diversification. This will support 
liberalization of trade and creating rapid growth of the economy. Government is working hard through reforms, 
privatization and attracting FDI in order to create more jobs to tackle the increasing number of entrants to job 
market.  Through enhancing investment climate the government will be able to boost private investment as well as 
the growth of the enterprises in the country and in particular Small and Medium Enterprises. This can be achieved 
through improving productivity and competitiveness of the private sector. The growth of Small and Medium size 
Enterprises (SMEs) is very important and it contributes effectively in the economy because almost 90% of those 
enterprises are considered micro and SMEs such development requires relevant infrastructure in order to address 
and overcome challenges. The challenges that SME face can be summarized as: 
x Lack of business basic knowledge  
x Unfair completion from similar or big business. 
x Difficulty to access finance and/or high cost of finance. Usually commercial banks are reluctant to provide 
finance to SMEs due to lack of financial history.  
x Regulations and administration burdens. 
x The limited use of modern technology due to its limited resources and experienced knowledge.  
 
2. Research problem 
SMEs sector in Oman is still beyond its potential and the sector cannot absorb the increasing numbers of job 
seekers.  There are three structural obstacles that hinder the SMEs from growth: 
 
x The administration that impose barriers to entry and growth. 
x The lack of entrepreneurial skills and business services.  
x The weak support of Business Development Services (BDS) which provide capital and credit. 
 
The support that is required for SMEs can be classified into three categories:  
x Demand side: there is a lack support provided to investors on areas how to start a small business add to that 
training & consulting that is essential before and after the start-up stage. 
x Supply Side: weak completion on starting SMEs due to huge consumer-lending and less incentives to support 
public program and provide capital for SMEs. 
 
3. Research Objectives  
This paper will explore and analyze SME situation in Oman and the support it is getting from the Government 
and the private sector. This trend is very important for the government as it is trying to increase its economic growth 
in 2020 away from hydrocarbon sector; therefore, it introduces a number of initiatives in order to further promote 
SME role in the economy. On top of that, this paper also will look into the prospect of the way forward of new 
adoption of Islamic banking system in order to address Shariah compliant finance requirement for businesses and 
projects that have been made by government since 2011.  
 
4. Literature Review  
In OECD member countries 95% of enterprises are classified as SMEs and contribute for around 60-70% of 
employment. Also according to 27 EU member states SMEs is responsible for 62% of workforce and 59% of the 
value added. In the USA SMEs play a major role, it accounts for 98% of all enterprises and employee 50% of the 
workforce. It is essential also to notice that its value added share into GDP accounts for almost 51%. “Small and 
medium enterprises (SMEs) including microenterprises play an important role as a cornerstone in fostering growth, 
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employment and income generation in most economies. Creating a more resilient and diversified economy with 
more dynamic private sector participation. Enabling innovation and helping transition to a knowledgebase economy, 
through homegrown champions that can compete internationally. Achieving a more balanced and inclusive growth, 
by addressing bottom of the income pyramid, which include microenterprises.” (GCF, 2015). This shows clearly the 
critical importance of SME in these developed economies. SMEs play same important role in other economies in 
East Asia. In Singapore, for example, 99% of all enterprises are considered to be micro and SMEs.  Those employ 
70% of total labor force and share in 50% of the total value added to GDP. On the other hand, in South Korea 99.9% 
of all enterprise are SMEs and employ a huge number of people accounts for 86.8%. “SME growth also impacts 
GDP indirectly, through increased innovation and macro-economic resilience of the overall economy. Every year 
new SMEs enter the market, representing 5 to 20% of the existing number of firms. Smaller firms are often the most 
dynamic and innovative, and can be a test ground for new business ideas.” (Bouri, Breji, Diop, Kempner, Klinger, & 
Stevenson, 2011). Figure (1) presents the percentage of micro, very small, small and medium firms in different 
world economies according to SME Finance Forum, http://smefinanace.org. The data covered 177 countries during 
the period 2003-2010 companies size is based on the number of employees (1-4: M; 5-9: VS; 10-49: S; and 50-250: 
M).” (WorldBank, 2014). 
 
 
 
Figure 1. Percentage of Firms MSMEs in World Economies 
 
In Arab countries such as Morocco the total percentage of SME constitute 93% of the total registered business in 
the country, employing 46% of workforce and 83 of the GDP. In Saudi Arabia SMEs play a growing and an 
important role which they make 99% of total businesses although their contribution to GDP I remain low.  
“According to the Saudi Arabian Monetary Agency (SAMA) statistics, the family owned small and medium 
enterprises constitute 90% of total companies in Saudi Arabia and represents 51% of total employment in the 
country” (Mohammad, 2015). According to SMEs structure in the Kingdom of Bahrain and according to the 
definition of Ministry of Commerce & Industry that the registered companies in such category are classified 
according to the following “The ministry of Commerce and Industry (MOCI) consider micro-enterprises to have up 
to 10 employees, small enterprises up to 50, and Medium-size ones up to 150 employees. An exception is made for 
the labor-intensive textile and garment sector, where companies are still considered medium-size with up to 300 
employees. MOCI also differentiates companies by investment levels, with the thresholds being 20,000, 500,000 
and 2 million Dinars for micro, small and medium size enterprises respectively. It is doubtful, however, that MOCI 
has reliable data on invested capital for all local companies” (Ashoor, 2013). SMEs are widely recognized as an 
engine growth for many economies due to their role in creating employment; however, conditions and regulations 
are not always supportive for them in these regards. Getting access to finance is one of the difficulties that SMEs 
face worldwide. "Banks are currently unprepared to capitalize on this latent demand as, overall, SME offerings by 
banks stand at 36 percent while Islamic SME offerings stand at 17 percent. This gap indicates that some banks do 
not consider offering Islamic SME products, either due to the high risks involved or an unclear business strategy. 
Furthermore, only 47 percent of banks have adequate products, whereas, overall SME portfolio penetration is only 
at 37 percent. There are also lapses with respect to branding of products, as most SMEs are unaware of the 
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availability of such products from their banks. As a result, banks have been unable to service the SME sector 
effectively in these countries." (IFC, 2014) 
Islamic Financing face challenges due to the rules and regulations that are dominating the international financial 
system that is based on interest and huge competition from other conventional banks. Islamic banking has alone a 
net consist of more than 150 banks spread over 30 countries all over the world. These banks own assets of more than 
1.1 trillion dollars with a 22% growth rate and these assets constitute a market share of 15-20%. Islamic financing 
operations come close to 20% although its total revenues come to only 15%. Thus, observers see that the Islamic 
banking role focuses on providing services more than targeting profits. Internationally, the annual growth rate 
expected for the Islamic banks could reach 20-25% in comparison with commercial banking which allow the total 
assets to reach 5.5 trillion by 2020. “Several large scale studies have concluded that the proportion of entrepreneurs 
with growth intentions in the population is a more significant predictor of economic growth than general start-up 
rates or self -employment rates. Research suggests that high growth outcomes are much more linked to motivations 
and the managerial capacities of firms than the immediate environment” (Elster & Phipps, 2013). It is worth 
noticing that 78% of the increase in assets is currently generated of 20% of the banks that each has assets worth of 
10 billion dollars or more and that 50% of the Islamic banks are small banks operate on over assets worth one billion 
dollar and contribute with less than 2% of total of the growing assets of the Islamic banks.  Therefore, due to its 
limited effectiveness it is recommended that those small Islamic banks merge together to form a big entities in order 
to have a significant effect globally (Finance, 2014).  
In countries where Islamic banking contributes with a big share population growth reaches to more than 2% on 
average annually while the growth rate is only 1% for many other parts of the world. This will widen the base for 
more transactions and dealing with Islamic financial elements in the future. IDB reports points out that 25 member 
countries at OCI are among those which their goals in the coming decade is to decrease poverty among member 
states by at least 50%. Although the growth rate shows some decline for the past three year; however, a 5% growth 
in GDP was the average for most member states at OCI which is considers better if compared to many other 
countries at some developed countries in Europe and North America. “Several SMEs are seeking exclusively 
Islamic banking products to meet their financing needs and would not opt for conventional banking products due to 
the lack of Shariah-compliance. There is a great degree of variation across these nine countries with respect to the 
proportion of SMEs looking for Shariah-compliant products (it is as high as 90 percent in Saudi Arabia, moderating 
to 45 percent in Jordan, and decreasing to 4 percent in Lebanon)” (IFC, 2014) 
 
5. Research Method 
This paper is largely based on academic research that will shed light on aspects related to development of SMEs 
and Islamic banks in Oman. The study is conceptual in nature and analytical method is used based on the secondary 
documentation related to the government policy / programs regarding to enhance active participation of SMEs and 
Islamic Banks towards economic diversification in Oman. It is well noticed that the government is keen to make 
such cooperation with the private sector succeed because it will bring about future active participation and 
subsequently diversification of the national economy. The paper will state the business support that is provided and 
how this has affected some part of SMEs development in a very positive manner. Through providing such services 
the comparison will be more transparent between the services that have been provided and achievements that have 
been accomplished throughout the years.  
 
6.  Analysis  
6.1 Oman’s Economy in Figures 
Oman is a monarchy country and the head of the state is the hereditary Sultan. It is located in the Arabian 
Peninsula with a total area of 309,500 sq. km and total population, according to 2014, has reached 4.1 where 30% of 
them are migrants. The government accelerated economic reform based on three pillars; (i) diversification of the 
economy in order to decrease dependency on oil; (ii) emphases on privatization and boosting of FDI; and (iii) 
improvement on the level of employment for nationals. Oman’s main resources are petroleum, natural gas, copper, 
limestone, gypsum, chromium. GDP in year 2013 has reached US $ 78.1 billion with a growth rate of 2.4%. The 
balance of trade has showed trade surplus by US $ 6,509 billion. The non-oil activities are on the rise and the total 
revenues as well. Total exported merchandise has reached US $ 56,412 billion; on the other hand, total import has 
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reached US $ 34,322.6 billion.  
 
Table  1. Oman Major Statistics, 2013 (US dollars’ 000) 
Total 
Petroleum 
Activities 
Total non- 
Petroleum 
activities 
GDP at 
market 
price 
Annual 
growth 
Total 
export 
Total 
imports 
GDP 
saving 
Gross 
national 
saving 
% of domestic 
saving to GDP 
39,535 44,715.6 78,159.4 2.4 47,423 40,913.6 37,863.5 25,339.3 48.4 
 
According to the National Center for Statistics & Information in Oman (NCSI), the growth rate of GDP has 
reached 4.8% by end of September 2014 when compared with same period of 2013 where it reached USD $61.36 
billion. The value added of petroleum activities have increased by 1.4% when compared with the period of 
September of years 2014 and 2013 and registered USD$29.61 billion due to the increase in the prices of crude oil by 
2%. On the other hand, the value added for natural gas has decreased by 8.6% in September 2014 in comparison 
with the same period in 2013. None oil sector has showed an increase in the values added by 8.8% for the same 
period where it has increased from USD $32.5 billion to reach USD$35.36 billion such increase was due to the 
increase in the values added of agriculture and fishery sector by 9.2% and the services sector by 11.1%. The public 
finance has registered a surplus for the period until the end of September 2014 and reached USD$144.3 million 
which is less by 84.2% than September 2013. On the other hand, public revenues has decreased by 0.2% in 
September 2014 and reached USD$27.2 billion due to the decrease in total oil revenues by 1.2%, natural gas by 
4.1%, capital revenues by 51.9%; however, there were some revenues which have increase such as customs taxes, 
corporate taxes by 12.1% and 12.3% for each.  
 
 
 
Figure 2. Labor Force Distribution 
 
Figure (2 & 3) shows the disturbing of the labor force at the private sector which represents the heavy spending 
and attention that were given to the private sector by the government. It is worth to notice according to figures of 
ending year 2014 shows that only 11.6% of total labor force at the private sector is Omanis and this is considered 
37.3% increase compared with figures with the year previous. The number of Omani females in the private sector 
has reached 20.9% out of 143,860 (2013). Going back to 2010 figures we notice that 40% are in the labor force, 5% 
are looking for a job and 55% outside labor force, according to National Center for Statistics & Information. 
However, total population in labor age (15-62) compromise 75% of total according to 2104 figures. There us 10.6% 
of the Omani who are in labor age (25-29) and 26% of those are expatriates. Total number of population has reached 
4.1 by 2015 and round three million of the total are at labor age and 45% of those are Omanis. The youth number in 
the labor force is increasing, 52% of labor force in Oman is youth at the age of (15-29) in 2014. The total number of 
expatriates who work at the private sector has reached 82% in 2013 while 3.6% of the expatriates only worked at 
public sector and round 90% of expatriate labor force males work at the private sector. 
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Figure 3. Labor Force at the Public and Private Sectors 
 
6.2 Investment Climate for SMEs in Oman 
There are number of elements that should be presented during climate assessment of the businesses such as the 
difficulties that SMEs are facing during the startup stage such as financing, regulations, tax policy, labor procedures, 
quality of infrastructure, available technology, marketing and training. The characteristics of SME in Oman can be 
classified into the following: 
 
x A significant majority of SMEs owners are at the age of 30 years and above with high school diploma or higher 
degree.  
x The owners have prior work experience for at least one year. 
x Most of those individuals 80% have never received any training related to SMEs; therefore, they lack 
professional advice. 
x More than half of those have full time jobs. 
x Around 55% of those rely on personal funds or family relatives.  
x Majority of SMEs are classified as micro based (based on the number of employees they have). 
 
 
Figure 4. Foreign Direct Investment and Number of Expatriates 
 
6.3 The definition of SMEs in Oman 
“The vast majority of firms around the world are microenterprises. The International Finance Cooperation (IFC) 
Enterprises Finance Gap Database shows that about three-fourths of formal microenterprises and SMEs in 
developing countries are microenterprises, defined in this data set as enterprises with 1-4 employees. Even in the 
developed economies, 59 percent of all microenterprises and SMEs are microenterprises” (WorldBank, 2014) 
 The definition of Micro and SMEs was given as follows: 
2013 
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x The micro enterprises: those which employ 1-4 workers and its annual sales turnover reach US $ 65,000. 
x Small enterprises: those which employ 5-9 workers and its annual sales turnover US $ 6,500-650,000. 
x Medium Enterprises: those which employee 10-99 workers and its annual sales turnover US $ 650,000-US $ 
3,900,000. 
 
6.4 Challenges facing SMEs in Oman 
During the period of 2004, Oman government in collaboration with experts from the World Bank has prepared a 
comprehensive report on SME development strategy. The World Bank during that period has surveyed 347 local 
SMEs that included 7 sectors of the industry and covered 5 regions. The constraints to business faced by SMEs can 
be summarized in the following graph. “SMEs, due to their size, are particularly constrained by non-competitive real 
exchange rates, limited access to finance, cumbersome bureaucratic procedures in setting up, operating and growing 
a business, poor state of infrastructure and lack of effective institutional structures.” (OECD, 2004). There are many 
challenges that are facing SMEs in Oman and those can be easily identified,  
 
x There are many government bodies that are in-charge of coordination in the areas of policy designing and 
implementation.  
x The Business development programs are controlled and managed by governmental institutions which are 
involved at evaluation process and loans approvals. 
x The private sector role is absent and contributes less effectively in policy design and monitoring. For example, 
Oman Chamber of Commerce & Industry role is modest and limited to consultative process. 
x Regulation and administration environment as it was revealed by the entrepreneurs are not business friendly 
because enterprises registration and licensing procedures are time consuming.  
 
 
 
Figure 5. Constraints to Business Development in Oman 
 
x The requirements and procedures are cumbersome which involve power in granting clearance and too much of 
paperwork. 
x On regulatory level one can identify two main areas; the labor regulation and the judicial system.  
x On the supply side the competition is not properly regulated because the behavior and practices are dominated 
by oligopolistic firms.  
x On human resources issue there is lack of availability of qualified and skilled nationals. The qualified are not 
attracted to business environment. This is true also because many are reluctant to work for the private sector due 
to differences in payment and other incentives when compared to public sector.    
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6.5 The infrastructure available for SMEs in Oman 
There are number of programs that support the function of SMEs in Oman. These have succeeded in giving the 
support to SMEs in collaboration with other government agencies as well as the private sector. However, the support 
was not enough to make them grow and share significantly in the economy. Such programs and institutions will be 
summarized and listed according to the role each serves. 
 
6.5.1 Public Establishment for Industrial Estates (PEIE) 
PEIE was established in 1983 to give impetus to industrial development in the country. In 2013, it sets a national 
business center to encourage the growth of SMEs through providing support to Omani entrepreneurs. The aim is to 
attract industrial investment, provide continuous support and ease government processes. It has many regional 
offices. PEIE attracts variety of investments technologies, human resources development, productivity enhancement, 
developing international trade, and boosting exports. The Knowledge Mine (TKM) business incubator has been 
created in order to provide training and consulting to entrepreneurs to encourage them to start their own business. 
 
6.5.2  SANAD Program 
It is one of the programs that belongs to Ministry of Manpower which was established in 2001. The purpose of 
this program is to provide an opportunity to those who are looking for jobs through entrepreneurship programs and 
development of SMEs. The program supports providing loans to SMEs and the amount of the loan provided US $ 
13,000 dollars through facilitating provision of a land as well as towards paying the required tools and equipment 
required for the project. Under the umbrella of SANAD Program another program by the name of Enjaz Oman was 
established which aims to boost projects that associated with modern technology.   
 
6.5.3  Al Raffd Fund 
In cooperation to enhance and promote SMEs his majesty the Sultan has given the green light to establish Al 
Raffd Fund pursuant to Royal Decree 6/2013 in order to enable entrepreneurs to start their own projects and 
programs. The targeted categories for such loan are; social security beneficiaries, job seekers, rural women, 
professionals and home manufacturers. It provides financial program loans as follows under different names: 
 
x Mawred (Resources) program provides loan of US $ 26,000 up to 7 years. 
x Tasees (establishment) program provides loan estimated to US $ 52,000 up to 12 years. 
x Riyada (entrepreneur ) provides loan at different schemes; US $ 260,000 through 3 loan categories 2.6-52 k; 
53k- 130k; 130k- 182k; 182k- 260k payment period up to 15 years.  
x Tazeez (enforcement) program provides loan of US $ through 3 loan categories 2.6-52 k; 53k- 130k; 130k- 
182k with a  payment period up to 12 years.  
 
6.5.4     Oman Development Bank 
ODB was established in 1997 in order to provide finance to SMEs for the key sectors in the economy. It charges 
an interest rate of 3% per annum. Also the bank provides interest free loans to those who are fully devoted to their 
projects. This applied for new projects as well as ongoing ones. The loan can reach up to US $ 2.6 million it 
finances loans up to 50% of the project. The loan is for the duration of 10 years with adequate securities to cover the 
project loan as SMEs Finance: “SMEs require financing throughout their development lifecycle- from seed capital 
during start up, through to growth investment in their development stage. However, they face significant challenges 
in accessing finance, thus limited their ability to rise above SME status and stifling their economic growth.” 
(Peterhoff, Romero, & Calvey, 2014). 
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6.6  Supreme Support to SMEs 
The realization of SMEs importance has started long time ago through some government initiatives; therefore, 
the officials on highest level have started moving forward in order to establish comprehensive solutions for SMEs. 
Other major participants in these efforts would be, first the comprehensive study recommendations from the World 
Bank team in 2004. Second, the recommendations resulted from the national level symposium on SMEs which took 
place in the city of Bahla during the period 21-23 January, 2013 upon direct commands from his Majesty the Sultan 
of Oman.  
 
In order to find a solid ground for SMEs, government has established a general authority on SMEs. The royal 
decree was announced under decree No. 36/2013 to establish “The General organization for the Development of 
Small and Medium Enterprises”. This came true due to the followings: 
This new entity which was established in May 2013 will enjoy legal personality and independency over its financial 
and administration affairs under the authority of Ministry of Commerce and Industry. The objectives of the new 
organization can be summarized in the followings: 
 
x Develop SME and help them get finance and services in collaboration with public and private concerned 
institutions.  
x Instill the culture of entrepreneurs in the youth and assist them to establish and execute their own projects.  
x Enforce competition for the existing establishments and achieve added value to national economy. 
 
6.6.1 Symposium supportive results for SME 
Bundle of procedures and decisions resulted from the symposium on SMEs that took place in January 2013: 
 
x To specify a list of purchases and bids from government procurements assigned executively to SMEs starting 
second half of 2015. 
x To oblige the companies that execute huge government projects to reveal statements on detailed works assigned 
to SMEs starting from 2016. 
x The symposium instructed every ministry in the government to allocate 10% of government procurement for 
SMEs and speed up payment owned to them in a period not more than 28 days.  
x Adopt concession terms to implement Omanization at SMEs which is owned and operated by Omani person in 
particular during the first two years and gradual implementation for the second four years period.  
x Among other procedures that have been adopted is to allow staff of government ministries to obtain sabbatical 
for the period of 4 years from civil service (unpaid leave) the guidelines in this regard shall be prepared by the 
cabinet during 2015. 
x Allocate certain percentage of the planned lands for commercial, industrial, agricultural and tourism for the use 
of SMEs in coordination with Ministry of Housing during the period 2016.  
x Among other procedures is to encourage companies owned to the government “by at least 40% of its capital” to 
allocate part of the value of total purchase and tenders for SMEs, as well as specify certain percentage of land 
and property owned by the government to be invested by SMEs.  
x Facilitate commercial arbitration for SMEs to ensure quick decisions.  
x The Ministry of Commerce and Industry should prepare a list of economic activities by which the applicant can 
start business as soon completion of application.  
 
6.6.2   Supports for SMEs from Financial Institutions 
The Central Bank of Oman (CBO) was established in 1974 emerging out of the Muscat Currency Authority and 
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Oman Currency Board. CBO is headed by 7 members called Board of Governors who are appointed by his majesty 
Sultan Qaboos bin Said. CBO works closely with other financial bodies such as the Capital Markets Authority 
(CMA) as well as with other government ministries such as the Ministry of Commerce and Industry, the Ministry of 
Finance and Omani banks Association (OBA). In May 2013, and due supreme support of his majesty, CBO has 
issued a circular to all licensed banks operating in Oman regarding SMEs in Oman. The circulars start recognizing 
the role of SMEs in the economy, growth and increase of job opportunities. The Central Bank has starting defining 
SME sector then it stated that bank should allocate 5% of their total credit to SMEs. This means that the lending of 
those licensed bank to SME shall not fall below 5% of its total credit portfolio and this target should be fulfilled 
before the end of December 2014. Not only this but the circular has encouraged the banks who have allocated more 
than that percentage to further increase such percentage and not slip bank to 5% stipulated by CBO and those banks 
should not remain at that percentage but rather increase credit finance to SME to more than that. The circular has 
pointed out that high cost funds are hampering SMEs therefore the banks shall extend credit to SMEs at as low 
interest and other costs as possible. Other recommendations by CBO to banks can be summarized in the followings: 
(CBD, 2013). 
 
x Banks should not be guided by collaterals in their credit decision for SMEs. 
x Banks should equip themselves well and in a systematic way concerning providing finance to SMEs.   
x Banks should set up a dedicated SME department headed by senior management staff to cater the needs of SME 
segment. This applies to foreign banks.  
x The banks should be imparted relevant training so the staff can exchange views with SME sector and meet their 
requirements.  
x The provision of credit to SMEs should be well-defined approval process and completed in a timely manner. 
This applies to new credits as well as additional required by the business.  
x The banks should avoid constrains of disapproval of credit to SME, the banks should facilitate entrepreneurs 
through credit through SME department.  
x The banks otherwise should participate in project formulation, business management, technical support, 
sourcing of raw materials, process of management and marketing for SMEs.  
x The risk weight of lending to SME may be taken at 75% instead of 100%. 
 
6.6.3  Support for SMEs by local and International Banks 
x Bank Muscat 
During 2013 the bank has provided US $ 195 million with an international finance corporation as capital plan to 
finance SME and women entrepreneurs. The bank, in reference to conference recommendations on SME and in 
association with Ministry of Commerce and Industry, has lunched SME program. In 2013 the bank started to help 
financing program aimed at new entrepreneurs. The help focused on overcoming the challenges because of lack 
of collaterals through a program called al-Wathban which has opened a new opportunities for entrepreneurs.  
Actually this step affirms banks commitment towards encouraging and developing SMEs in Oman.  The support 
would be in the form of equipment finance, letter of guarantee, training and business advices. Also, the bank has 
hosted through Meethaq Islamic Program financing SME sector which means that it has introduced Islamic 
banking services through such program and assigned US $390 million as capital for MIP.  
x HSBC Bank Oman 
HSBC International Growth Fund has committing US $ 52 million, internationally aspirant, for the use to support 
SMEs. This support should target those firms that have an annual turnover of US $ 2.6 million and above.  HSBC 
Bank Oman  has committed to SMEs businesses in Oman that support for ongoing growth  SMEs represent over 
90% of the total number of registered firms in Oman although the combined contribution to GDP is only around 
15%. Thus, there is a significant opportunity for SMEs to capture  such opportunity for projects as tourism, 
professional services, health care and logistics. 
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6.7  Islamic Banks in Oman 
 
The financial system is backed up by strong macroeconomic as well as stability and sound reputation. The Islamic 
banks as they enter for the first time in Oman they are expected to bring intensified competition for business in term 
of deposits, loans and other more choices for Omani individuals.  
 
6.7.1 Alizz Islamic Bank (SAOG) 
 
AIB was established in November 2012 according to the royal decree 69/2012 it has four branches beside the 
main office in Muscat. It bank provides corporate finance, online and mobile services. The aim was to provide 
Shariah compliant financial solutions. The total paid up capital is US $ 260 million, 40% of that was raised by 
public investors during the Initial Public Offering (IPO), other remaining share was contributed by bank’s 
promoters.  
 
6.7.2 Services of AIB Personal Banking 
x Current Account (Qard-Hassan): for easy everyday transactions from a free debit card with a flexible online 
service. This will include free instant checkbooks facilities and instant insurance and collection. The bank will 
receive all deposits from those who open current accounts. Those have no will to invest these amounts so it is 
Qard-Hassan given by the depositors to the bank guaranteed of payment (without any profit) at any time 
requested by the client (depositor). Therefore, the bank has the right to invest those amounts for its benefit and 
on its own risk and guarantee. This is mentioned at the time of opening of current account.  
x Saving Account (Mudarabah): this is managed under “unrestricted Mudarabah” where a person earns profit on 
his savings. The banks will invest clients’ money according to Shariah compliant to create best possible returns. 
The profits are paid quarterly in multiple currencies and this service is open for minors as well. The bank will 
utilize its best practice and expertise in order to invest this pool of money in Sharia compliant mode of 
investment. The profit resulted from such investment will be distributed according to predetermined ratios. The 
profit payment is quarterly based with flexible tenure of 1, 3, 6, 9 and 12 months or more, with lowest income 
deposit of US $ 1040 dollars and option of automatic renewal of principle amount 
x On the auto financing is performed through Murabahah 
The benefit of such service is available for both national and resident expatriates up to 80% of finance and with 
settlement period up to 7 years as per Shariah principles. The process works in the following way. The bank 
purchase the car based on client’s request in order to promise to sell it to the client at cost plus. By this situation 
the car will be delivered immediately and the payment will be made on installment bases.  
x Home finance (Ijarah) 
This service is available for both national and resident expatriates up to 80% of the property value and up to 25 
years of financing option. The bank will buy the property from the developer or seller and lease it out to the 
client in order to sell it at the end of lease term. Under this contract the client is given the right to use or lease 
the property for a period of time.  
x Goods Murabahah 
This service is available for both national and resident expatriates up to 100% of the goods value; the mark-up 
and installments will be revealed at the time of signing the deal. With this kind of transaction the salary transfer 
is required. The bank will purchase based on client requires the goods required from the dealer. Then the bank 
will sell those goods to the customer at an agreed price. Therefore, bank’s markup and the installment time are 
known at the time of signing the contract. The advantage of this transaction is that it does not change 
throughout the financing term. The client will enjoy the immediate ownership of the goods.  
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x Service Ijarah 
This service is available for both national and resident expatriates up to 100% of the service value and the salary 
transfer is required. Usually bank will have an agreement with service provider so it will lease the required 
service by the client and then sub-lease it to the client on the bases of Ijarah.  
 
7.  Conclusion 
Although there are many initiatives which have been designed to promote and support Small and Medium 
Enterprises (SMEs), there are still many efforts needed to apply such plans practically on the ground. In some cases, 
due to multiple programs introduced, the entrepreneurs might face confusion and difficulty to select the appropriate 
type of the program or institution which he/she finds suitable to start-up his/her business as a first step. The 
development services of such support are scattered through many institutions. Therefore, the collaboration between 
the government and the private sector should be clearer to facilitate such benefits. For example, OCCI is considered 
as the main organization to represent and defend the interests of the private sector but still it lacks of any clear role 
on providing real guidance and targeted services for SMEs. On the individual level young entrepreneurs require 
more training and mentoring on aspects of management from professional organizations. Such bridging organization 
can provide excellent facilitation on issues of business ideas, management tools and training required. The Islamic 
banking concept provides competitive advantage; first it provides the understanding of the strength of Islamic 
financing which is based on attracting capital, which is scarce resource, to the market (risk taker) that is essential for 
growth and development. Islamic banks refrain from meeting the needs of capital investment (risk-free) of fixed 
earnings. Therefore, it operates as deflator for the risk-associated capital in order to hinder it from entering financial 
market. More studies are there on this aspect in order to decrease the risk associated with capital, cost of information 
and the cost of transactions evaluating capital which is based on risk. On the financial aspect, the Islamic banks 
through their multi services can become an asset on the matter of providing financial support through Islamic means. 
When such support becomes feasible and the concerned departments collaborate to make it work properly only then 
SMEs will be able to fully develop and prosper. This ultimately will lead to more diversification of the economy 
away from its current dependency on oil and thus it could achieve the national goals. The aim of such contribution is 
to share views in order to better promote SMEs sector in Oman and allow them to benefit from services and 
products that are provided by Islamic banks.  
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